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(f) Functional currency amount of QBU 
branch liabilities acquired in taxable 
years beginning before January 1, 1987. 
To determine the functional currency 
amount of QBU branch liabilities ac-
quired in taxable years beginning be-
fore January 1, 1987, see § 1.987–5(f). 

[T.D. 8367, 56 FR 48437, Sept. 25, 1991] 

DOMESTIC INTERNATIONAL SALES 
CORPORATIONS 

§ 1.991–1 Taxation of a domestic inter-
national sales corporation. 

(a) In general. A corporation which is 
a DISC for a taxable year is not subject 
to any tax imposed by subtitle A of the 
Code (sections 1 through 1564) for such 
taxable year, except for the tax im-
posed by chapter 5 thereof (sections 
1491 through 1494) on certain transfers 
to avoid tax. Thus, for example, a cor-
poration which is a DISC for a taxable 
year is not subject for such year to the 
corporate income tax (section 11), the 
minimum tax on tax preferences (sec-
tions 56 through 58), or the accumu-
lated earnings tax (sections 531 
through 537). A DISC is liable for the 
payment of all taxes payable by cor-
porations under other subtitles of the 
Code, such as, for example, income 
taxes withheld at the source and other 
employment taxes under subtitle C and 
the interest equalization tax and other 
miscellaneous excise taxes imposed by 
subtitle D. In addition, a DISC is sub-
ject to the provisions of chapter 3 of 
subtitle A (including section 1461), re-
lating to withholding of tax on non-
resident aliens and foreign corpora-
tions and tax-free covenant bonds. See 
§ 1.992–1 for the definition of the term 
‘‘DISC.’’ 

(b) Determination of taxable income— 
(1) In general. Although a DISC is not 
subject to tax under subtitle A of the 
Code (other than chapter 5 thereof), a 
DISC’s taxable income shall be deter-
mined for each taxable year in order to 
determine, for example, the amount 
deemed distributed for that taxable 
year to its shareholders pursuant to 
§ 1.995–2. Except as otherwise provided 
in the Code and the regulations there-
under, the taxable income of a DISC 
shall be determined in the same man-
ner as if the DISC were a domestic cor-
poration which had not elected to be 

treated as a DISC. Thus, for example, a 
DISC chooses its method of deprecia-
tion, inventory method, and annual ac-
counting period in the same manner as 
if it were a corporation which had not 
elected to be treated as a DISC. Any 
elections affecting the determination 
of taxable income shall be made by the 
DISC. Thus, as a further example, a 
DISC which makes an installment sale 
described in section 453 is able to avail 
itself of the benefits of section 453: Pro-
vided, The DISC complies with the elec-
tion requirements of such section. See 
§ 1.995–2(e) and § 1.996–8 and the regula-
tions thereunder for rules relating to 
the application for a taxable year of a 
DISC of a deduction under section 172 
for a net operating loss carryback or 
carryover or of a capital loss carryback 
or carryover under section 1212. 

(2) Choice of method of accounting. A 
DISC may, generally, choose any meth-
od of accounting permissible under sec-
tion 446(c) and the regulations there-
under. However, if a DISC is a member 
of a controlled group (as defined in 
§ 1.993–1(k)), the DISC may not choose a 
method of accounting which, when ap-
plied to transactions between the DISC 
and other members of the controlled 
group, will result in a material distor-
tion of the income of the DISC or any 
other member of the controlled group. 
Such a material distortion of income 
would occur, for example, if a DISC 
chooses to use the cash method of ac-
counting where the DISC acts as com-
mission agent in a substantial volume 
of sales of property by a related cor-
poration which uses the accrual meth-
od of accounting and which custom-
arily pays commissions to the DISC 
more than 2 months after such sales. 
As a further example, a material dis-
tortion of income would occur if a 
DISC chooses to use the accrual meth-
od of accounting where the DISC leases 
a substantial amount of property from 
a related corporation which uses the 
cash method of accounting, if the DISC 
customarily accrues any portion of the 
rent on such property more than 2 
months before the rent is paid. Changes 
in the method of accounting of a DISC 
are subject to the requirements of sec-
tion 446(e) and the regulations there-
under. 
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(3) Choice of annual accounting pe-
riod—(i) In general. A DISC may choose 
its annual accounting period without 
regard to the annual accounting period 
of any of its stockholders. In general, 
changes in the annual accounting pe-
riod of a DISC are subject to the re-
quirements of section 442 and the regu-
lations thereunder. 

(ii) Transition rule for change in tax-
able year in order to become a DISC. A 
corporation may, without the consent 
of the Commissioner, change its annual 
accounting period and adopt a new tax-
able year beginning on the first day of 
any month in 1972: Provided, That— 

(a) Such change has the effect of ac-
celerating the time as of which such 
corporation can become a DISC, 

(b) The Commissioner is notified of 
such change by means of a statement 
filed (with the regional service center 
with which such corporation files its 
election to be treated as a DISC) not 
later than the end of the period during 
which such corporation may file an 
election to be treated as a DISC for 
such new taxable year, and 

(c) The short period required to effect 
such change is not a taxable year in 
which such corporation has a net oper-
ating loss as defined in section 172. 
Thus, for example, if a corporation 
which uses the calendar year for its 
taxable year does not complete ar-
rangements to become a DISC until 
May 15, 1972, such corporation can, pur-
suant to this subdivision, change its 
annual accounting period and adopt a 
taxable year beginning on the first day 
of any month in 1972 after May. A 
change to a new annual accounting pe-
riod made pursuant to this subdivision 
is effective only if the corporation 
which makes such change qualifies as a 
DISC for such new period. A corpora-
tion may change its annual accounting 
period and adopt a new taxable year 
pursuant to this subdivision without 
regard to the provisions of § 1.1502–76 
(relating to the taxable year of mem-
bers of a group). A copy of the state-
ment described in (b) of this subdivi-
sion shall be attached to the return of 
a corporation for the new taxable year 
to which such corporation changes pur-
suant to this subdivision. A corpora-
tion which changes its annual account-
ing period pursuant to this subpara-

graph will not be permitted under sec-
tion 442 to change its annual account-
ing period at any time before 1982, ex-
cept with the consent of the Commis-
sioner as provided in § 1.442–1(b)(1) or 
pursuant to subparagraph (4) of this 
paragraph. 

(4) Transition rule for change of taxable 
year of certain DISC’s. In the case of a 
DISC all of the shares of which are held 
by a single shareholder or by members 
of a group who file a consolidated re-
turn, such DISC may (without the con-
sent of the Commissioner) change its 
annual accounting period and adopt a 
taxable year beginning in 1972 which is 
the same as the taxable year of such 
shareholder or the members of such 
group. A change to a new annual ac-
counting period may be made by a 
DISC pursuant to this subparagraph 
even if such DISC has changed its an-
nual accounting period pursuant to 
subparagraph (3)(ii) of this paragraph. 

(5) Transition rule for beginning of first 
taxable year of certain corporations. If a 
corporation organized before January 
1, 1972, neither acquires assets (other 
than cash or other property acquired as 
consideration for the issuance of stock) 
nor begins doing business prior to Jan-
uary 1, 1972, the first taxable year of 
such corporation is deemed to begin at 
the time such corporation acquires any 
asset (other than cash or other prop-
erty acquired as consideration for the 
issuance of stock) or begins doing busi-
ness, whichever is earlier: Provided, 
That such corporation is a DISC for 
such first taxable year. For purposes of 
§ 1.6012–2(a), such corporation is treated 
as not coming into existence until the 
beginning of such first taxable year. 

(c) Effective date. The provisions of 
this section and the regulations under 
sections 992 through 997 apply with re-
spect to taxable years ending after De-
cember 31, 1971, except that a corpora-
tion may not be a DISC for any taxable 
year beginning before January 1, 1972. 

(d) Related statutes. For rules relating 
to the transfer, during a taxable year 
beginning before January 1, 1976, to a 
DISC of assets of an export trade cor-
poration (as defined in section 971), 
where a parent owns all the out-
standing stock of both such DISC and 
such export trade corporation, see sec-
tion 505(b) of the Revenue Act of 1971 
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(85 Stat. 551). For rules regarding limi-
tations on the qualification of a cor-
poration as an export trade corporation 
for any taxable year beginning after 
October 31, 1971, see section 971(a)(3). 

[T.D. 7323, 39 FR 34402, Sept. 25, 1974, as 
amended by T.D. 7854, 47 FR 51738, Nov. 17, 
1982] 

§ 1.992–1 Requirements of a DISC. 
(a) ‘‘DISC’’ defined. The term ‘‘DISC’’ 

refers to a domestic international sales 
corporation. The term ‘‘DISC’’ means a 
corporation which, for a taxable year— 

(1) Is duly incorporated and existing 
under the laws of any State or the Dis-
trict of Columbia, 

(2) Satisfies the gross receipts test 
described in paragraph (b) of this sec-
tion, 

(3) Satisfies the assets test described 
in paragraph (c) of this section, 

(4) Satisfies the capitalization re-
quirement described in paragraph (d) of 
this section, 

(5) Satisfies the requirement that an 
election to be treated as a DISC be in 
effect for such year, as described in 
paragraph (e) of this section, 

(6) [Reserved] 
(7) Maintains separate books and 

records, and 
(8) Is not an ineligible corporation 

described in paragraph (f) of this sec-
tion. 
A corporation which satisfies the re-
quirements described in subparagraphs 
(1) through (8) of this paragraph for a 
taxable year is treated as a separate 
corporation for Federal tax purposes 
and qualifies as a DISC, even though 
such corporation would not be treated 
(if it were not a DISC) as a corporate 
entity for Federal income tax purposes. 
An association cannot qualify as a 
DISC even if such association is tax-
able as a corporation pursuant to sec-
tion 7701(a)(3). In addition, a corpora-
tion created or organized in, or under 
the law of, a possession of the United 
States cannot qualify as a DISC. The 
rules contained in this paragraph con-
stitute a relaxation of the general rules 
of corporate substance otherwise appli-
cable under the Code. The separate in-
corporation of a DISC is required under 
section 992(a)(1) to make it possible to 
keep a better record of the income 
which is subject to the special treat-

ment provided by sections 991 through 
996, but this does not necessitate in all 
other respects the separate relation-
ships which otherwise would be re-
quired between a parent corporation 
and its subsidiary. However, this relax-
ation of the general rules of corporate 
substance does not apply with respect 
to other corporations in other con-
texts. In the case of a transaction be-
tween a DISC and a person related to 
such DISC for purposes of section 482, 
see § 1.993–1(l) for rules for determining 
whether income is income of a DISC to 
which the intercompany pricing rules 
authorized by section 994 apply. 

(b) Gross receipts test. In order for a 
corporation described in paragraph 
(a)(1) of this section to be a DISC for a 
taxable year, 95 percent or more of its 
gross receipts (as defined in § 1.993–6) 
for such year must consist of qualified 
export receipts (as defined in § 1.993–1). 
Gross receipts for a taxable year are 
determined in accordance with the 
method of accounting adopted by the 
corporation pursuant to § 1.991–1(b)(2). 
However, for rules regarding gross re-
ceipts in the case of a commission sale 
by such corporation, see § 1.993–6. 

(c) Assets test—(1) In general. In order 
for a corporation described in para-
graph (a)(1) of this section to be a DISC 
for a taxable year, the adjusted basis 
(determined under section 1011) of its 
qualified export assets at the close of 
such year must equal or exceed 95 per-
cent of the sum of the adjusted bases 
(determined under section 1011) of all 
assets of such corporation at the close 
of such year. 

(2) Assets acquired to meet assets test. 
For purposes of determining whether 
the requirements of subparagraph (1) of 
this paragraph are satisfied by a cor-
poration at the end of a taxable year, 
an asset which is a qualified export 
asset is treated as not being an asset of 
such corporation at such time if such 
asset is held for a total of 60 days or 
less and is acquired directly or indi-
rectly through borrowing, unless the 
acquisition of such asset is established 
to the satisfaction of the Commissioner 
or his delegate to have been for bona 
fide purposes. Such acquisition is 
deemed to have been for bona fide pur-
poses if, for example, it is made in the 
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